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Abstract

Bitcoin, a cryptocurrency which emerged in 2009, is a peer-to-peer electronic
cash system which allows online payment from one person to another without
going through a financial institution (Nakamoto, 2008). It has attracted a lot of
interest when its price increased by about 1900% in 2017, rising from $1000 in
January 2017 to nearly $20,000 in December 2017 (Higgins, 2017). Other
similar cryptocurrencies were created and launched as a result of the
remarkable success of bitcoin.

Globally, a large number of companies accept payment in Bitcoin. People also
invest in Bitcoin due to its volatile nature, hoping that its price will increase in
the near or distant future. Baur et al. (2015) examined that the number of
Bitcoin users increased dramatically during the last few years, from 720,705 in
2011 to 6.7 million in 2013. Lee et al (2015) reviewed the Bitcoin basics
during a period of five years and concluded that virtual currencies, or
‘cryptocurrencies’ have evolved tremendously and are quickly establishing
themselves as a payment system. Virtual currencies became a multibillion-
dollar venture with dual potential as both an investment and an electronic
medium of exchange; Bitcoin ATMs are growing in prominence; the first
Bitcoin debit cards have been delivered; and the first Bitcoin derivative
transactions have been executed on a US-regulated exchange; however, there

remain numerous risks and challenges associated with virtual currencies.
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Introduction
Bitcoin is still used in many Muslim-majority countries including Pakistan and at a
summit attended by leaders of Muslim countries, including Malaysia, Turkey, Iran,
Qatar, and Indonesia, the Iranian president proposed creating a Muslim
cryptocurrency to cut reliance on the U.S. dollar. The Malaysian prime minister
supports the idea of a unified cryptocurrency for Muslim countries (Helms, 2019).
A report revealed that bitcoin trade is rising in Pakistan, as during December 2016,
bitcoin’s trade volume increased several folds during few years Pakistan (Khan,
2017). According to the tax official, the inquiry showed major traders of bitcoin are
employed in a multinational telecommunication company in Islamabad. They also
maintain bank accounts in a few other countries. However, they were not reporting
their business activities to the tax authorities, which gave rise to the suspicion of
money laundering.
The fusion of a new currency having no central authority and control into the
financial system is a great threat not because of its very nature but because of its issue
of legitimacy. Before its integration into our financial system, a homework is direly
needed. The present study analyzed the legitimacy of bitcoin in 26 Muslim-majority
countries. To the best of our knowledge, this is the only study which used both
primary and secondary data to identify some major elements of illegitimacy in bitcoin
from Shari’ah perspective.
Bitcoin: Is it a Currency?
A renowned scholar of religion and law has defined currency as “anything which is
specifically used as a medium of exchange, unit of account, and store of value is
called zarr (currency) (Usmani, 1998). In broader sense, we can accept bitcoin as a
currency because: i) it may be used medium of exchange between the specific
stakeholder; ii), it possesses a certain value in relation to other currencies like dollars
which are notified regularly at websites like https://cex.io/btc-usd; iii) it may be
stored as an asset. Bitcoin may be objected for not meeting the required parameters
easily, however, all the available currencies of various countries face similar
challenges; like, dollar may not be used for purchasing food in many countries;
42,105.00 Iranian Rial make one US$ and Pak rupees may not be used as an asset for
fear of lowering exchange rates.
However, a number of scholars claimed that bitcoin fails to fulfil the function of a
medium of exchange because it is accepted for a limited for number of goods.
Moreover, they argue that its high volatility diminishes its ability to serve as a
medium of exchange (Lo and Wang, 2014; Wolla, 2018). Baur et al. (2015) and
Johnson (2014) identified that only a small number of users use bitcoin as a medium
of exchange and a majority of users hold bitcoin for speculative purposes.
Yermack (2015) and Baur et al. (2015) argued that bitcoin does not meet the criteria
of a unit of account as volatility diminishes its ability to serve as a unit of account. A
majority of merchants who accept bitcoin as payment express prices in normal
currency such as US dollars and euros to minimize the exchange rate risk, as bitcoin’s
price is highly volatile (Lo and Wang, 2014; Johnson, 2014). Moreover, because of
the high volatility, venders must recalculate bitcoin prices frequently which confuses
both the seller and the buyer. Furthermore, price decisions by the seller are
complicated as bitcoin is traded at different prices on different exchanges.
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Another difficulty to use bitcoin as a unit of account is that merchants are required to
post prices for many goods up to four or five decimal places, because of the high cost
of one bitcoin relative to the price of ordinary goods (Wolla, 2018). Volatility,
hacking attacks and other security problems also diminish bitcoin’s ability to perform
the store of value function (Wolla, 2018; Baur et al., 2015; Claeys, Demertzis, &
Efstathiou, 2018; Johnson, 2014).

Islamic arguments against bitcoin

A number of scholars declared that bitcoin is impermissible in Shari’ah. According to
them bitcoin is not backed by any real assets, it has no intrinsic value, it has no
physical form, it is not issued and controlled by any central authority, and the value of
bitcoin is highly volatile. The anonymities in bitcoin system enable the account
holders of bitcoin to carry out illegal transactions and online gambling activities.
Moreover, bitcoin contributes towards socio-economic injustice as it has the element
of Gharar (uncertainty) and Maysir (gambling), thus jeopardizing the Magasid
(goals) of Shari’ah (Meera, 2018; Bakar et al., 2017; Bakar and Rosbi, 2018;
Nurhisam, 2017).

Another scholar, Adam (2017) considered bitcoin to be a non-Shari’ah compliant
money. He argued that bitcoin is Mal (wealth) and has Tagawwum (legal value) but it
did not possess Thamaniyyah (currency attributes), so it fails to fulfil the role of
money as described by Shari’ah. Moreover, bitcoin fails to fulfil the principle of
preservation of wealth in Shari’ah.

Some religious bodies also give their argument regarding bitcoin and consider it
impermissible for somehow similar reasons. Egypt’s top Imam Mufti Shawki Allam
declared bitcoin as illegitimate. The Grand Mufti said that cryptocurrencies are
subject to lack of knowledge, fraudulence, cheating, and is independent of central
authority, therefore it causes harms to individuals, groups and institutions (BBC
News, 2018). According to Magdy Ashour, counsellor to the Grand Mufti of Egypt,
bitcoin is prohibited for the risks it holds. He said, it is being used as a tool to fund
terrorism, and is not guaranteed because it has no monetary cover from the Central
Bank of Egypt (Egypt Today, 2017).

Prof. Dr. Monzer Kahf, Qatar faculty of Islamic Study gave his argument about the
issue that bitcoin is a highly speculative tool because of its volatile nature and it is not
a currency. He argued that only a government can declare something as money, after
which this money becomes a legal tender and every persons in the country accepts it
for buying and selling of goods and services and for settlement of other obligations,
such as payments of tax and debts. From Shari’ah perspective, anything is considered
as money when it is used as medium of exchange and store of value, which bitcoin
fails to fulfil (“Fatawa money”, 2017).

In Turkey, the Directorate of Religious Affairs has declared virtual currency as
illegitimate, as it is independent of state’s supervision and auditing and is, therefore,
mostly used in illegal activities such as money laundering. It is also subject to
speculation (Hurriyet Daily News, 2017). Saudi Arabia’s popular cleric, Assim al-
Hakeem, declared bitcoin as forbidden under Islamic law for the reason that it is
ambiguous and facilitates money laundering (The New Arab, 2017). In Malaysia, the
Federal Territory Islamic Legal Consultative Meeting has ruled that currently, the use
of bitcoin as a currency is prohibited because it does not meet the features of Islamic
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currency and it brings harms to financial system of a country (Mufti of Federal
Territory, 2018).

Arguments in favor of Bitcoin

There are a number of scholars who support bitcoin from Shari’ah perspective. Faith
Muedini, Butler University USA, discussed that paper money was not an appropriate
currency for Islamic financial system due to its unlimited supply, inflationary nature,
government abuse and forgery. Whereas Bitcoin and other cryptocurrencies were
considered aligned with principles of social justice due to its limited supply, ease of
transport, and decentralized nature. Moreover these currencies cannot be double spent
and forged. It was also found that cryptocurrencies and blockchain technology has
huge potential to use in social development based projects. To many unbanked
people, cryptocurrencies and blockchain technology provided ability to have power
and protection over their own wealth without relying on banks and state, reflecting its
highly compatibility with Islamic finance and Islam’s message of justice for all
people. Thus, from an Islamic perspective, cryptocurrencies have attributes that are
in line with social justice and thus far supersede traditional currencies (Muedini,
2018).

Similarly Charles W. Evans, Associate Professor of Finance and Economics at Barry
University U.S.A, analyzed the relationship between Islamic banking and finance
(IBF) and blockchain management system (BMS) like Bitcoin which is also called
virtual currency. The study showed that Bitcoin is free of riba (interest) and
incorporate the principle of maslaha (social benefits), as the billions of the unbaked
adults who have internet access can transact in integrated global market place and
thus avoid inefficient banks. Similarly all the Bitcoin users benefit collectively from
the increase in price of Bitcoin if all the users take positive steps to promote its
benefits to the world. It was also found that Bitcoin incorporate the principle of
mutual risk sharing because Bitcoin system operate according to the principle of
musharaka in which the miners share cost and benefits of maintaining the system.
While fiat money is born of riba and necessarily must inflate (Evans, 2015).

A number of Islamic scholars from Malaysia also give their opinions about bitcoin or
cryptocurrency. Abubakar et al. (2018) used secondary data to explore the views of
Muslim scholars about the sharia’s perspective of Bitcoin. The researchers tended to
support the proponents’ view regarding cryptocurrency. The researchers believed that
most of the arguments of opponent scholars are based on temporary problems which
can be overcome by proper regulation of cryptocurrency by government.

Similary, Oziev and Yandiev (2017) believed in permissibility of cryptocurrency in
Shari’ah but focusing on the following aspect. The acquisition of bitcoin for payment
of goods and services is permissible while its acquisition for saving purposes such as
investment and accumulation is not permissible. Similarly if the miners mine bitcoin
in order to make immediate payment for goods and service, then mining is
permissible while it is impermissible to mine the bitcoin for saving purpose with the
hope that its price will increase in future. On the basis of anonymity of bitcoin which
caused tax evasion, the author believed that the permissibility of bitcoin should be
limited until the emergence of new cryptocurrency free from above mentioned
drawbacks.

A scholar from Indonesia, Mufti Muhammad Abu-Bakar declared bitcoin as Shari’ah
compliant because it is accepted for payment by a large number of merchants and it is

38



JICC :vol 1,Issue 1 Exploring Acceptability and Legitimacy of Bitcoin (January. June 2018)

treated as valuable as reflected by market price (Abu-Bakar, 2017). Amalin (2018)
evaluated that cryptocurrency fulfills the principles of Islamic banking therefore, it is
not contradicted with Islamic Banking Law Principles. As the transaction has no
additional cost and time delay, therefore it has no element of riba. However, the
anonymity of cryptocurrency users and lack of regulation of cryptocurrency trade
caused gharar in cryptocurrency.

Legitimacy of cryptocurrency in Muslim-majority countries

The legitimacy of cryptocurrency was analyzed in 26 Muslim-majority countries
based upon various parameters like regularization through a central government
authority, predictability of value and illegal uses (Table 1)). Among which, 16
countries including Bahrain (Al-Sestry, 2018), Algeria (Official Gazette of the
Algeria Republic Algeria No. 76, 2017), Egypt (Central Bank of Egypt, 2018; Egypt’s
Dar Al-Ifta, 2018), Iran (Financial Tribune, 2018), Jordan (Obeidat, 2014), Kuwait
(Arab Times, 2017; McQuaid, 2017), Morocco (Elouazi, 2017), Qatar (Supervision
and Control of Financial Institution Division, 2018), Saudi Arabia (Kelso, 2018),
UAE (Gulf News, 2017; Diaa, 2018), Kazakhstan (“Kazakhstan mulls Complete
Ban,” 2018), Uzbekistan (Central Bank of the Republic of Uzbekistan, 2017),
Tajikistan (Ashurov, 2018), Bangladesh (Harmachi, 2017), Pakistan (State Bank of
Pakistan, 2018), and Indonesia (Press Release, Bank Indonesia, 2018; Ministry of
Finance, Republic of Indonesia, 2018) prohibited the use of cryptocurrency because
they are misused in conducting illegal activities due to high degree of anonymity
involve, it is independent of central authority, the value of cryptocurrency is highly
volatile, they are vulnerable to hacking and because these currencies are threat to
consumer protection as the trading platforms are unregulated.

Eight Islamic countries, namely Oman (Times of Oman, 2017), Lebanon (Banque du
Liban, 2013; Barrier, 2014), Kyrgyzstan (Elebesov, 2018), Brunei (Press Release,
Autoriti Monetari Brunei Darussalam, 2017), Kosovo (Central Bank of the Republic
of Kosovo, 2018), Bosnia (“O kriptovalutama se,” 2018), Albania (Bank of Albania,
2017), Azerbaijan (“The head of the Central Bank,” 2018) legalized the use of these
currencies though they show their concerns regarding cryptocurrency.

Malaysia (Bank Negara Malaysia, 2017; Econotimes, 2018), and Turkey (“Turkey
One of the Most,” 2019) do not ban the use of cryptocurrency in country though, it is
declared illegitimate by the Federal Territory Islamic Legal Consultative (Mufti of
Federal Territory, 2018) and Directorate of Religious Affairs (Hurriyet Daily News,
2017).

Not only developing Muslim-majority countries, but also developed countries show
their concerns regarding cryptocurrency. U.S. Securities and Exchange Commission
(2013; 2014) described bitcoin as decentralized virtual currency which can be used to
purchase goods and services usually online. Bitcoin is independent of central
authority and is not backed by any government. The Commission warned investors
against the potential risks associated with virtual currency and regarded such
investment as Ponzi scheme.

The European Banking Authority (EBA) issued warnings regarding potential risks
associated with cryptocurrency. According to the notice, these currencies do not have
legal status of currency because they are neither issued nor guaranteed by central
bank, they are not backed by tangible assets, they are highly volatile and they can be
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misused in conducting illegal activities (European Banking Authority, 2013).
Moreover, Bergstra (2015) concluded investors will get disappointed as there is more
than 99% probability that bitcoin will disappear.

Fatwas obtained as primary data

Fatwas were collected via emails as primary data for this study, from a number of
national and international Islamic madrassas as suggested already (Murray and
Sixsmith, 1998).

A fatwa issued by Darul Uloom New York on September 24, 2019 (Annexures-1),
declared bitcoin as maal (wealth). However, it cannot be considered as currency
unless the government declares it as a currency and is used by vast majority of people
as currency.

Jaamiatul 1lm Wal Huda, Blackburn, U.K. provided a fatwa on October 5, 2019,
which mentioned that bitcoin is subject to a lot of ambiguity, as many things are still
unknown about bitcoin and the owner has an unknown identity. It was further
mentioned that traders may suffer from potential loss because of high fluctuation in
its value and Islam condemned such things in order to save traders from incurring
substantial losses. In addition, anonymity in the whole organization may promote
criminal activities. Due to these reasons, people were advised to be cautious of things
when there is ambiguity in something (Annexure-2).

On May 10, 2019, Egypt’s Darul Ifta provided fitwa and declared bitcoin transaction
as prohibited in Shari’ah because it negatively affects the economy and has
decentralized nature. There is no legal protection to individuals involved in bitcoin
transaction. Moreover, it involves risk, harm and fraud which falls under the words of
prophet (peace be upon him) “whoever deceives us is not with us” (Annexure-3).
According to fatwa communicated by Jamia Binoria, Karachi, Pakistan on August 25,
2019, bitcoin and other similar currencies do not exist physically and therefore,
cannot be used as currency according to state’s law (Annexure-4).

On September 11, 2019, in an email to the principal author, Jamia Faroogia, Karachi,
Pakistan also declared bitcoin impermissible in Shari’ah. According to the fatwa,
bitcoin is fictitious currency and has no attributes of real currency. It involves fraud.
Moreover, Government of Pakistan prohibited the use of cryptocurrency in country
(Annexure-5).

On August 22, 2019, Jamia Uloom Islamiyyah, Karachi, Pakistan, stated that currency
must have attribute of widely acceptability by people and government should declare
it as currency or money. Therefore, cryptocurrency is not currency because it has
limited acceptability and is not declared as money by state (Annexure-6).
Nadawatululama, India, issued fatwa in September, 2019 which declared bitcoin as
non-Shari’ah complaint money because it is not issued by state or bank and does not
physically exist (Annexure-7).

In August, 2019, Darul Uloom Azaadville, South Africa and Darul Uloom, Karachi,
Pakistan were contacted regarding ruling on bitcoin. They responded that they are still
searching the case on bitcoin and are unable to issue any ruling regarding it
(Annexure-8).

Conclusions
Based upon this review, the following conclusions are suggested:
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Bitcoin fulfills the definition of money; it has been accepted for shopping by some
major online stores and has attracted a number of investors, online buyers and trading
companies for its utilization.

Bitcoin faces hardships in its acceptability by the people and governments. It has led
to emergence of conflicts of interests among stakeholders; the state being interested in
centralized currencies while the Bitcoin stakeholders need liberty of using the
cryptocurrency without a check by central authorities.

Bitcoin is not supported by certain Islamic scholars and institutions on the basis of not
being backed by real assets, not having an intrinsic value, not supported by central
authority, not being a legal tender, risk of being used in illegal activities, being highly
volatile, having speculative nature and involving Gharar and Maysir.

Proponent scholars support bitcoin’s legitimacy because they consider that there is no
clear evidence to indicate that bitcoin is in contradiction with Islamic principles. They
viewed that acceptability by the people is the main criteria for something to be money
in Shari’ah. Volatility, speculation, and chance of being used in illegal activities are
external factors and have no direct concern with regards to determining something as
valid currency.

It is a fast-emerging currency in the global market and under the shadow of changing
political and economic scenarios, countries paving the way to opt for other alternative
including cryptocurrency. Leading Muslim-majority countries have agreed on
launching a Muslim cryptocurrency. This is a high time to do homework for Islamic
financial industry to get prepared for the new challenge as there are issues in its
adoptability from Shari’ah perspective.
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Table 1. Reasons for illegitimacy by Muslim-majority countries

Country Reason for illegitimacy
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Morocco :Ilega Y Y
Oman Legal Y
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Malaysia Legal Y Y
Kosovo Legal Y Y Y
Bosnia Legal Y Y
Albania Legal Y Y Y
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Re: Bitcoin ~ B B
DUNY Fatwa <fatwa@duny. us= Tue, Sep 24,2019, 126 AM Y7 4=

tome ~

Walikumussalam Wa Rahmatullahi Wa Barakatuh

Llas yluade
Answer:
Bitcoin meets the requirements of Maal{wealth) in Islam but as of now, it will be difficult to consider it as a currency unless it is used as Thaman (currency) by the vast
majority of people in the society and the government declares it as Thaman (currency and money)

lpmall alal 2

On Tue, Sep 3, 2019 at 2:57 AM WordPress <fatwa@duny.us> wrote:
From: Samina Naz <samina.irfang@gmail com>
Subject: Bitcoin

Message Body:

My question is about Bitcoin, which is completely computerized money and which has no physical existence and is not issued or controlled by any bank ar
government. What is the status of such currency like bitcoin in Islam, whether and why Islam oppose or support such currency?

Annexure-2

Page 1of1

P LT S . e 30/09/2019

T b A, e (oL

QUESTION: Ts Bitcoin Halal or Haram in Islam? As completely computerized currency and is not
sue or control by and state or bank. This currency is getting popular now a days. Kindly guide
whether or not Islam allow such currency and what are their reason(s)?

Answer: Cryptocurrencies, such as bitcoin and the like, have been subject to much discussion

ameongst scholars due to disag on its true nature i.e. value, security, usage,
assigning it a status under the rules and principles of Islamic jurisprudence our epinion, not
passible. B

Bilcoin is samething that has been discussed a lot, and more so in the recent past. After reviewing
ns of different scholars. it is evident that bitcoin is something that should definitely be avoided,
based off the fact that there is still a lot of ambiguity in this and a lot of things are still unknown
about the scheme of bitcoin and the owner also has an unknown identity. also the fluctuation of the
value of the hitcoin itself is too drastic that there is a definite chance of a substantial loss to the bitcoin
traders, and the unknown identity of the owner himself and the overall ambiguity of it all also spells
danger. as it gives us the idea that the organisation could pull the plug at any given time which would
be an even bigger loss to the tradesmen, and in Islam things like this are condemned in order to save
the tradesmen from incurring these hefty losses. Also, the anonymity of the whole organisation could
encourage criminal activity and other immoral actions such as: tax evasion, piracy, money laundering,
fraud and corruption. and these things are forbidden in Islamic Sharia law.

For the above reasons we strongly advise that people be wary and stay well
only biteoin but also things similar to this. as this is how a mu’min should be, that when there is doubt
or ambiguity in something then we stay away from these things.

References,

Mufti Yusuf Shabbir under guidance of mufti Shabbir:
hitps:Zislamicportal .co,uk/bitcoin/
2) Mufti Ibrahim Desai:
hirp: /v ww ask nLarg/public/question_detail/ 30083
3) Fatwaa from Egypt:
aby.co.uk/english/news/201 8/4/9/is-bitcoin-halalsislamic-scholars-w
cy-debate

le-into-

Note: this fatwa is to be viewed with the question asked. In events of presenting this document to a
third party, please ensure it is coupled with the original question

el det Ay

T B AR SR Ty
Mufti Abdus Samad Sb Mufti Shabbir Ahmed Sb " Mufti Ikramul Haq Sb Mufti Siraj Sb
JAAMIATUL ILM WAL HUDA
BLACKBURN

TEL/FAX: 01254673105
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Annexure-3

& @ (@ Notsecure | dar-alifta.org/Foreign/f.aspx?D=552571

Miscellaneous

‘m m Number : 552571 Date : 10/5/2019

My question is about Bitcoin, which is completely computerized money and which has no physical
existence and is not issue or control by any bank or government. What is the status of such currency
like bitcoin in Islam, whether and why Islam oppose or support such currency?

Answer : Fatwa Council

After conducting extensive research and consulting economy experts and parties involved in this form of transaction
{Bitcoin), the fatwa council at Egypt's Dar al-lfta declared that this form of transaction is prohibited in Islamic law
[Shari'ah] due to the following reasons: - It negatively affects the economy. - It destabilizes the market policy. -
Individuals involved in this transaction lack legal protection and the required financial supervision. - The scld
commodity is not sold for its sake. - It involves harm, risk and fraud and this falls under the words of the Prophet
{peace and blessings be upon him), “whoever deceives us is not one of us.” The legal maxim says, ‘Do not harm or
reciprocate harm®. God Almighty knows best.
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grzﬁg Gmail - Bitcoin in lstam
M Gmail Darulifta Nadwatululama <daruliftanadwa@gmail.com>
Bitcoin in Islam
1 message
Samina Irfan <samina.iffang@gmail.com> Wed, Aug 28, 2019 at 1:16 PM

To: daruliftanadwa@gmail.com
Respected Sir,
Hope You are doing well, | am PhD scholar at University of Peshawar, Pakistan and want some kind
guidance from you.

My question is about Bitcoin, which is completely computerized money and which has no physical
existence and is not issued or controlied by any bank or government,

what is the status of such currency like bitcoin in Islam, whether and why Islam oppose or support
such currency?

Kindly consider my request and waiting eagerly for you response,

Thanks

Samina Naz

PhD Scholar ,
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DARUL IFTA - DARUL ULOOM AZAADVILLE
Tel: ON1 413 2786
Fax: 0N 4132787
www.dua.org.za
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Samina irfanq@gmail com

Samina naz

Our response to your query dated 02/09/2019-1441//01/02 regarding bitcoin is as follows:

We are still researching the case on Bitcoins; therefore. we are unable to issue any ruling regarding
it. Kindly enquire from the reliable scholars of your country. We can say this much that the western

courts themselves are unseftled as far as under what financial instrument and law to view the
Bitcoin whenever a case is brought up.

AND ALLAH J&E2a22 ALONE IN HIS INFINITE KNOWLEDGE KNOWS BEST

ANSWERED BY: CHECKED AND APPROVED BY:
Sohel Lala Mufti Muhammed Saeed Motara Saheb D.B.
Islamic Date:V££\ aj=a € Darul Ifta Azaadville

English Date: 4 September 2019
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